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Manufacturers' Inventory and Sales Expectations 
A Progress Report on a New Survey 

I N T H E faU of 1957, after 
a decade of successful experi
ence with the survey of 
businessmen's plant and 
equipment expenditure antic
ipations, tliis OfRce initiated 
an exploratory survey of 
manufactm'ers' sales and 
inventory expectations. A 
major purpose was to deter
mine whether the survey 
approach, based on business
men's expectations, could 
3'̂ ield reasonably accm-ate 
short-run forecasts of changes 
in inventories. In addition, 
it was felt that the survey 
might shed more light on the 
behavior of inventories and the role of 
expectations over the business cycle. 

Since that time 11 surveys have been 
conducted in which anticipations can 
be compared with actual experience. 
This article describes what has been 
undertaken and tentatively evaluates 
the results to date, with attention 
focused on the overall totals. The 
approach and results should be viewed 
as preliminary since the time period 
encompassed by the surveys is very 
short, and was aft'ected by the 1959 
steel strUce. 

It was realized that the problem of 
obtaining reasonably reliable projec
tions of inventories was a difficult one. 
Short-run sales expectations and de
partures from them play an important 
role in inventory shifts; but as has 
been frequently pointed out in connec
tion with the annual investment and 
sales surveys, businessmen have only 
limited control over the course of then 
sales. Moreover, comparatively small 
tolerances are required for the antici
pations. With manufacturers' inven
tories around $55 billion, each one-
percent change dming a quarter, for ex
ample, is the equivalent of a change of 
more than $2 billion at an annual rate. 

In the latest survey of manufacturers' Inventory nnd sales 
expectations, businessmen liave projected a seasonally adjusted 
increase of $1 billion ($.5 billion before correction for understate
ment), in the book value of their stocks during the third quarter, 
mtli durable goods industries accounting for about two-thirds 
of the advance. Manufacturers' stocks were reduced by $.4 
billion during the first quarter and were about unchanged in the 
second. 

Manufacturers expect their sales to increase 4 percent in the 
third quarter, extending the rise that began earlier in the year. 
A rise is anticipated by both durable and nondurable goods 
producers. 

Manufacturers holding about one-fifth of the value of inven
tories characterized their stocks as high at the start of the second 
quarter, a ratio which is lower than the average reported since 
the fall of 1957. Almost all the remainder viewed stocks as 
about right relative to sales and unfilled orders. 

Summary 

The record of inventory anticipations, 
as initially reported, whether quarterly 
or semiaunually, has generallj'' not been 
satisfactoiy, displaying a basic under
statement. However, favorable re
sults have been obtained thus far by 
correcting the reported inventory ex
pectations for the apparent bias, 
through the use of supplementarj'- in
formation. The added information 
pertains to data reported in the smwey 
on the condition of inventories relative 
to sales and unfilled orders. The 
amount of the correction varies over 
the inventory cycle—suggesting ap
preciable additions to the anticipation 
when stocks are relatively low, and 
downward adjustments when stocks 
are relatively very high. 

At the present time it is intended to 
publish seasonally adjusted sm-vey re
sults quarterly both on the reported 
and corrected basis. It should be 
emphasized, however, that additional 
observations are necessary for a more 
conclusive determination of the need 
for, and the form of, correction factors 
for systematic tendencies in inventory 
anticipations. 

The sample and the 
questionnaire 

The businessmen's projec
tions presented here, which 
are tied to the regularly pub
lished Department of Com
merce monthly data on sales 
and inventories (Industry Sur
vey), are based on a sample 
of about 1250 to 1400 manu
facturing corporations, whose 
inventories account for over 
55 percent of the value of all 
manufacturers' inventories. 
The sample consists of most 
manufacturing companies 
with assets of $10,000,000 or 
more, and a small sample of 

firms under that size. 
The first three surveys were run on a 

6-month basis. The first survey, for 
example, which was sent out in late 
October 1957, asked companies to 
report their actual inventory book 
values on September 30, 1957 and the 
value of inventories that they ex
pected to hold on March 31, 1958. 
Actual sales were requested for the 
third quarter of 1957, and expected 
sales for the first quarter of 1958. In 
addition, each company was requested 
to characterize its total inventories on 
September 30, 1957—in view of its 
total sales and unfilled orders position— 
as "high," "about right," or "low." 

Starting with the fourth survey, in 
the spring of 1959, questions per
taining to quarterly anticipations were 
added to the schedule. At this time 
companies reported actual March 30, 
1959 inventories, and expected inven
tories on June 30 and September 30 of 
the same year; comparable quarterly 
sales figures were also given. Thus 
like the plant and equipment survey 
we now obtain for a given quarter, 
from successive surveys repoi'ted at 
3-month intervals, a first anticipation, 
a second anticipation and an actual. 
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Sales Ant ic ipat ion 

Because of the central role played by 
the sales forecast in companies' future 
operating plans, attention is focused 
initially on the realization of sales antic
ipations. The fii'st chart presents a 
comparison of anticipated changes in 
sales with actual changes, seasonally 
adjusted, for all manufacturing firms 
combined. The top panel refers to 
changes from the most recent actual 
calendar quarter, at the time the antici
pations are reported, to the next quar
ter. The bottom panel refers to changes 
over a 6-month period. Table 1 gives 
corresponding data including averages 
of actual and anticipated changes and 
deviations.^ All seasonal adjustments 
of sales (and inventories) were made by 
this Office. 

The main points brought out by the 
chart and table are these: (1) Measm'ed 
by size of percent deviation disregard
ing signs the one-quarter anticipations 
show a better record than the 6-month, 
as might be expected. (2) Misses in 
direction of change have occurred 
twice with the one-quai"ter forecast and 
almost half the time with the 6-month 
projections. Aside from the latter part 
of 1959, when the steel strike was in 
effect, the misses are associated with 
the recession periods. (3) In most 
instances actual sales have fallen short 
of e.\-pectations, although this phe
nomenon may reflect the time period 
covered. 

There lias never been a projection of 
an overall sales decrease over a 6-month 
period, though this is not true of the 
shorter an t i c ipa t ions . Conceivably 
this reflects a bias in the sales expecta
tions—an unwillingness by businessmen 
to report a deteriorating sales outlook 
for a period as long as a half-year at the 
onset of the recession. However, given 
the brevity of.the postwar recessions 
and the lag between the availability of 
data and actual events, the existence 
of such a bias is not conclusive. 

First and second anticipations 
compared 

Starting with the thu-d quarter of 
1959 we can compare first and second 
anticipations of sales with actual for 

> The deviation Is defined as follows: (Anticipated minus 
actual sales)T-(Actual sales). 

eight successive quarters. The record 
of the fu'st anticipation is not good. 
Note, however, that the second antici
pation, given the first, always moves 
toward the actual and is alwa3's superior 
to the fii'st. The data are shown below 
in terms of seasonallj'^ adjusted percent 
changes from the preceding quarter: 

4th quarter 1959 

2d quarter 1900 
3d quarter lOOO 
4th quarter 1000 

2d quarter lOOl 
3d quarter 1901 

Anticipation 

1st 

1.3 
3.0 

0.2 
1.9 
2.7 
1.8 

1.4 
3.0 
3.9 

2d 

-2 .2 
- 2 . 1 

6.2 
- . 2 
- . 1 

.5 

.5 
4.8 

Actual 

—2.6 
—.0 

4.9 
—.8 

- 2 . 3 
-3 .0 

—.8 
6.3 

expect that the closer the projected 
period, the closer the forecasts should be 
to the actual. At the very least, even 
though it may overshoot the mark, the 
second anticipation should move in the 
dhection of the actual. 

Apparent inconsistencies of this 
nature have been encountered before 
in surveys of businessmen's anticipa
tions. In the OBE-SEC quarterly 
survey of plant and equipment expendi
ture anticipations, it has been found 
that prior to correction for systematic 
under- or overstatement in anticipatory 

Sales Anticipations Reported by Manufacturers 
Compared with Actual 

Inventory Ant ic ipat ions 

An examination of the reported in
ventory anticipations reveals that 
frequently these projections have ap
peared to be understating sizably the 
amount of inventory change or even 
moving in the wi'ong direction from the 
movement shown by the actual montldy 
figures available at the time of the fore
cast. With two exceptions the level of 
actual inventories has always exceeded 
the anticipated values. On the average 
actual stocks have exceeded anticipated 
stocks by 2.1 percent for the 6-month 
projections and by 1.7 percent for the 
one-quarter projections. 

The one-quarter forecast was added 
to the survey on the assumption that 
the accuracy of the projections would 
improve as the time span was shortened. 
This turned out to be the case with 
sales, but not with inventories. 

F i rs t vs. second inventory anticipa
t ions 

A comparison of first and second 
anticipations with actual since the third 
quarter of 1969 indicates that the 
second anticipation, although submitted 
3 months after the first, is far less 
accurate than the first in 4 out of. 8 
cases and shows no clearcut superiority 
in the remaining instances. While it 
is possible that the business outlook had 
changed in such a fashion that the 
second anticipation was indeed a more 
reasonable figure at the time of sub
mission, on the average one should 

-10 

Percent Change 

•5 0 10 

CHANGE FROM PREVIOUS QUARTER ^ 
"Anticlpaled 

I I 5 9 

11159 

EC 59 

Acfual 

H 6 1 

1 
CHANGE FROM TWO 

Actual 

QUARTERS PREVIOUS 
^.^Anticipated 

-10 - 5 0 5 
'¥ bated on onlldpatloni reported early In the quarter 

*'I 'based on anllclpotlons reported eorly In previous quarter • 

U, S. Deportment of Conimerce, Office of Business Economics 

10 
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data, the second or later anticipation 
for a given quarter has yielded a poorer 
forecast of actual than the first. ̂  Since 
mid-1952, however, a successful tech
nique has been used by OBE to correct 
these errors.^ 

During the course of this survey, and 
particularly in the more recent period 
because of the increased number of 
observations, tests were run in an at
tempt to account for the differences 
between actual and anticipated inven
tories as reported. The overall re
ported inventory anticipation was not 
markedly improved through relation
ships with sales deviations, or by 
making allowance for price changes. 
An assumption that the inventory pro
jections are made in seasonally adjusted 
terms was not borne out. More con
clusive tests require further aggregative 
observations as well as intensive de
tailed analysis. A more extended dis
cussion of the shortcomings of the raw 
survey results is given below. 

Condition of Inventories 

One of the by-products of this survey 
has been the development of a new and 
useful set of statistics pertaining to 
businessmen's views on the condition 
of actual inventories relative to sales 
and unfilled orders position at the start 
of the forecasting period. While the 
questionnaire has not asked for an 
evaluation of stocks relative to expected 
sales, it should be kept in mind that 
unfilled orders reflect to some extent 
sales in the future. 

Total inventories of each respondent 
fu-m are classified once in one of three 
classifications: "high," "about right" 
or "low"; about 95 percent of the 
sample fu'ms provide answers to this 
question. Percent distributions based 
on these data are shown in table 2. 

The relative proportions of "high" 
stocks show fau'ly marked changes 
over the period covered, and are 
roughly in line with shifts in the 
stock-sales ratio; both measures move 
inversely with business activity over 
the cycle. 

Over this period relatively few fimis 
have classified then" stocks as "low," 

' See SuBVEY op CURKENT BUSINESS, January 1067, pp. 

18-19. 
»See SunvET OF CUIIUENT BUSINESS, August 1952, p . 19, 

despite some sizable increases in inven
tories. At the moment it is too early 
to say whether the comparative absence 
of "low" designations is an accurate 
portrayal of business sentiment regard
ing inventory conditions over this 
period, or whether it is the inevitable 
result of business thinking which always 
attempts to keep stocks as small as 
possible and thus classifies stocks as 
"about right" so long as they are 
obviously not high. 

If such a tendency is widespread, 
the figures in table 2 can perhaps be 
better used in an adjusted form. We 
can obtain an average of the high 
proportions, for example, and express 
the high proportion at any given time 
period relative to tlie average. On 
this basis, stocks were high at the end 
of September 1957, March 1958, and 
March and June 1960, and relatively 
low at the end of March and September 
1959 and March 1961. 

Relationship of inventory condition 
to inventory change 

Condition of inventories at the start 
of the forecast period appears to have 
an important influence on the size of 
both the projected and actual change 
in inventories. Table 3 presents aver
ages of anticipated percent change in 
inventories, cross-classified with inven
tory condition; these data, based on 
all surveys, are not adjusted for seasonal 
variation. The group of fu-ms with 
high stocks almost invariably antici
pates inventory reductions over the 
short-run. Furthermore, they project 
smaller increases or larger decreases 
than do fu-ms whose stocks are judged 
to be about right. The pattern which 
shows up in almost all the surveys is 
reflected in the averages: the "high" 
and "low" fu-ms are in the extreme 
positions while the "about right" 
companies are in the middle. 

Thus far a number of tabulations 
have also been made of actual change in 
inventories classified by inventory con
dition for the reporting fii-ms. The 
actual changes show the same pattern 
that is evident in the anticipated 
changes—the high and low firms are at 
the extremes with the latter showing 
either larger increases or smaller reduc-

Table 1.—Seasonally Adjusted Changes in 
Manufacturers' Sales Antieipated and 
.'Vctual, and Percent Deviation 

One-Quarter Changes ' 

I Q. 1959 - I I Q. 1969 . 
II Q. 1960-III Q. 1969 . 

I l l Q. 1969-IV Q. 1959 

IV Q. 1959- I Q. 1900 - . 
I Q. 1000- II Q. 190O -

I I Q. 1900-III Q. 1900 . . 
I l l Q. 1000-IV Q. 1000 

IV Q. 1900- I Q. 1901 . 
I Q. 1901- I I Q. 1961 

M e a n 
Disregarding signs (abso

lute) 

C-Month Changca 

III Q. 19,17- I Q. 1958 - . 
I Q. 1958-III Q. 1958 

I l l Q. 1958- I Q. 1959 . 
I Q. 1959-III Q. 1969 

I I Q. 105B-IV Q. 1050 

III Q. 1969- I Q. 190O -
I V Q. 19.'i9- II Q. 1000 -

I Q. 1900-III Q. 1900 -
I I Q. 1900-IV Q. 1000 

III Q. 1900- I Q. 1001 . . 
I V Q. 1900- II Q. 1001 

M e a n 
Disregarding signs (abso

lute) 

Antici
pated 

percent 
changes 

3.9 
- 2 . 2 
- 2 . 1 

6.2 
- . 2 
- . 1 

. 6 

. 6 
4.8 

2.2 
1.1 

. 5 
4.5 

3.3 
6.2 
1.3 

4.0 
7.2 
2.0 
1.7 

2.0 
4.2 

3.3 
3.3 

Actual 
percent 
changes 

7.0 
- 2 . 6 

- . 0 

4.9 
- . 8 

- 2 . 3 
- 3 . 0 

- . 8 
5.3 

3.1 
. 8 

- 1 0 . 6 
3.6 

7.9 
4.9 

- 3 . 4 

4.0 
4.1 

- 3 . 0 
- 5 . 2 

- 3 . 8 
4.4 

6.0 
. 3 

Percent 
devia
t i o n ! 

- 3 . 4 
. 3 

- l . J 

. 3 

. 6 
2 . 1 
3.G 

1.4 
-.4. 

1.5 
. 4 

12.3 
1.0 

- 4 . 3 
. 3 

4 .8 

0 
3.0 
E.S 
7.2 

6.0 
- . 2 

4.1 
3.3 

' Derived from indexes. 
' Second anticipation. 

(Anticipated-Actuai) 4- Actual. 

Tabic 2.—Condition of Manufacturers' 
Inventories 

[Percent distribution ot inventory book values according to 
company's cinssillcatlon of overall inventory condition] 

Percent 
"iligli" 

less 
percent 
"Low" 

All industries 
Sept. 30,1967.... 
Mar. 31, 1968.... 
Sept. 30, 1968.— 
Mar. 31, 1959.... 
Juno 30, 1059 

Sept. 30,1969.... 
Dec. 31, 1959 
Mar. 31,1900.... 
Juno 30,1900 
Sept. 30, 1060.... 
Deo. 31,1900 
Mar. 31,1001.... 

Durable goods 
Sept. 30,1957.... 
Mar. 31, 1958.... 
Sept. 30,1958.... 
Mar. 31,1950.... 
Juno 30, 1969.... 

Sept. 30, 1959.... 
Dec. 31,1959.... 
Mar. 31, 1000.... 
Juno 30, I960.... 
Sept. 30, 1900.... 
Deo. 31, 1900.... 
Mar. 31,1901.... 

Nondurable goods 
Sept. 30, 1057.... 
Mar. 31,1958.... 
Sept. 30, 1058.... 
Mar. 31, 1969.... 
June 30,1050.... 

Sept. 30, 1050.... 
Doc. 31, 1950.... 
Mar. 31,1000.... 
Juno 30, 1900.... 
Sept. 30,1060.... 
Doc. 31,1900.... 
Mar. 31, 1901.... 

High 

37 
40 
24 
18 
23 

18 
23 
31 
35 
29 
28 
22 

38 
47 
20 
20 
20 

21 
25 
39 
42 
30 
32 
24 

35 
44 
20 
14 
14 

14 
20 
20 
26 
20 
22 
19 

About 
riglit 

01 
52 
72 
70 
71 

71 
72 
07 
03 
70 
71 
77 

60 
52 
60 
75 
64 

64 
08 
00 
67 
03 
07 
75 

63 
53 
77 
80 
80 

81 
78 
77 
71 
78 
77 
80 

Low 

2 
2 
4 
6 
fl 

11 
6 
2 
2 
1 
1 
1 

2 
1 
6 
6 
7 

15 
7 
1 
1 
1 
1 
1 

2 
3 
3 
6 
6 

5 
2 
3 
3 
2 
1 
1 

Total 

100 
100 
100 
100 
100 

100 
100 
100 
100 
100 
100 
100 

100 
100 
100 
100 
100 

100 

too 
100 
100 
100 
100 
100 

100 
100 
100 
100 
100 

100 
100 
100 
100 
100 
100 
100 

35 
44 
20 
12 
17 

7 
IS 
29 
31 
2S 
27 
21 

3S 
4S 
21 
15 
22 

6 
18 
31 
41 
35 
31 
21 

33 
41 
17 

9 
IS 
17 
2] 
IS 
21 
IS 
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tions. In addition, the actual change 
tends to exceed the anticipated change— 
an indication of the understatement 
common to the expectations data. 

As another aspect of the above, we 
find that the actual seasonally adjusted 
inventory changes over a 6-month 
period are highly correlated with inven
tory condition at the stai-t of the period 
for all manufacturing firms. The one-
quarter relationship was not so good, 
but in both instances the projections 
obtained from these simple relationships 
are greatly superior to anticipations 
directly reported for the corresponding 
periods. The inventory condition was 
quantified by use of the final column 
in table 2. 

Derivation of corrected anticipations 

With inventory condition apparently 
related to both anticipated and actual 
change, a test was made to see if the 
differences between actual and antici
pated inventories also bore some re
lationship to inventory condition. In 
each panel of the second chart the 
percent deviation in inventories— 

Deviations Between Anticipated and 
Actual Inventories Related to Inventory 
Condition at Start of Forecasting Period 

Pircinl DKII I IOK* 

One Quarter Anticipations 

- 1 0 

•5 

0 

5 

10 

- . ••Six Montri 

9-59 
• 

3-60 

1 

3-59 

.^ •6^60 

• 12-59 

1 

Anticipations 

3-.M -3-38 ^ 

^ ^ 12-60 

9-60 

1 1 

9 - 5 8 ^ 

10 20 30 40 50 

InvBnlory coniiltion** 
Al start of f̂ oracQstlng Period 

^(Anllcipatcd minus Qctuol inventoriss) ~ (actual Inve'ntorlss) 
* * Proportion of stocks (boolt valut) viowtd hlgli minus 

proportion vi0W«d low 

U. S. Oaparfmont of Commorco, Offie* of Builnoss Economics 6 I - 6 - I 6 

defined as (anticipated minus actual 
inventory) -i- (actual inventory)—is 
measm-ed along the vertical axis. In
ventory condition at the start of the 
forecast period is measured by the 
"high" minus the "low" percentages 
shown in the last column of table 2, 
and is plotted along the horizontal 
axis. While conceptually it may be 
preferable to use each category 
separately in a multiple correlation, 
in this article we have used the high 
minus the low percentage, which yields 
a kind of net high percentage.* 

The top panel of the chart is referred 
to as a one-quarter relationship and is 
based on changes from the beginning to 
the end of the same quarter; the eight 
surveys included in it are those for 
which we can make a direct comparison 
of actual and anticipated inventories 
from matched companies in the sample. 
Ten observations are available for the 
second, or 6-month relationship. 

The first relationship yields an r̂  of 
.89; for the second, i-^=.-85; both 
correlation coefficients are highly 
significant. It may be noted that the 
two relationships have the same general 
form but that the 6-month relationship 
has the steeper slope and larger negative 
constant. 

We can see from the relationships not 
merely an understatement in antici
pated inventories relative to actual (the 
deviation), but also a systematic varia
tion in the relative understatement over 
the inventory cĵ cle. According to the 
relationship, when stocks are low, the 
understatement is comparatively large. 
As stocks rise, the understatement 
becomes progressively smaller, so that 
when stocks are very high (as they were 
in early 1958), anticipations tend to 
exceed actual inventories. 

The anticipations reported in each 
survey hove been corrected by the use of 
relationships like those indicated above. 
Statistically the correction simply 
involves adjusting the reported antici
pations by a constant percentage, and a 
variable percentage that becomes 
smaller as inventories become relatively 
higher. Except Avhen stocks are very 

< Multiple correlations ushig tho high and low proportions 
as independent variables gave results quite similar to thoso 
illustrated. Tho independent variables were siguiflcant at 
tho 5 percent level. 

Table 3.—Average Anticipated Percent 
Changes in Manufacturers' Inventories 
by Condit ion of Inventories a t Start of 
Period 

Inventory condition at 
boginnhig ol period 

High 
About right, 
Low ; . . . 

High 
About right. 
Low 

Average anticipated percent 
change in Inventories 

Total Durable Nondurable 

Ono-quartcr changes 

3 
1 
4 

- 3 
- 1 

4 

O-month changes 

- 6 
- 1 

7 

- 6 
- 1 

7 

NOTE.—Averages for one-quarter changes are based on 9 
surveys; for 6-month changes, on 12 surveys. Tho number of 
observations In the "low" category is almost always very 
small. 

high the net effect of this adjustment is 
to raise the anticipation. 

Why should this imderstatement of 
expected inventories exist and vary in 
the above fashion? At this stage we can 
only suggest some reasons. One possi
bility may be related to the very 
difficulty that businessmen experience 
in gauging future inventories. As a 
consequence, they may resort to 
mechanical methods of projecting, with 
the projected change in stocks being 
related to recent actual changes over 
year-ago figures. Such a technique 
can give rise to misses at tm-ning points 
and estimates of change that are too 
small in both directions. 

Another and possibly associated 
explanation may be related to the 
manner in which business firms view 
their inventories. I t will be recalled 
that few firms cliissify stocks as "low" 
despite the large actual changes that 
have subsequently occurred. It may 
also be noted from table 3 that firms 
designating their stocks as "about 
right" project changes close to zero; 
the average changes are about —1 
percent without seasonal adjustment. 
These characteristics may be indica
tions of a fundamentally conservative 
attitude toward inventories, which fails 
to take account of the increased stocks 
that are required for liigher levels of 
sales and output. Since the proportion 
of firms viewing stocks as about right 
tends to vary over the business cj'cle, 
the understatement atti-ibutable to 
tliis type of attitude toward inventories 
Avill similarly vary. 



August 1961 SURVEY OF CURRENT BUSINESS 31 
Table 4.—Changes in Seasonally Adjusted 

Manufacturers' Inventories: .4nticipatcd 
as Reported and Corrected, and Actual 

[In billions of dollars] 

I One-Quarter Changes i 

Mar. 1050-Juno 1050 
Juno lOOO-Sept. 1959 
Sept. 1059-Doo. 1059 

Dec. 1950-Mar. 1900 
Mar. 1960-June 1000 
June 1060-Sppt. 1900 
Sept. 1900-1)00.1900 

Deo. 1000-Mor. 1901. 
Mar. 1001-June 1901 

II 6-Monlh Changes 

Sept. 1957-Mar. 1958 
Mar. 1958-Sept. 1968 
Sept. 1958-Mar. 1959 
Mar. 1950-Sept. 1959 
June 1059-Dec. 1059 

Sept. 1959-Mar. 1000 
Deo. 1959-June 1060 
Mar. 1900-Sept. 1000 
Juno 1900-Deo. 1060 
Sept. 1000-Mar. 1901 

Deo. 1960-June 1961 
Mar. 1961-Sopt. 1901 

Anticipated change 

As 
reported 

0.3 
- 1 . 1 
- 1 . 1 

.4 
- . 4 
- . 6 

- 1 . 7 

- . 0 
- . 4 

- 1 . 8 
- 1 . 6 

.3 
- . 2 

- 2 . 0 

- . 8 
.3 

- 1 . 1 
- 1 . 0 
- 1 . 8 

- 1 . 4 
.1 

As 
corrected 

1.8 
.2 
.7 

1.6 
.2 

- . 3 
- 1 . 0 

- . 3 
.6 

- 1 . 7 
-2 .6 

1.8 
2.2 

- . 1 

2.2 
2.2 

- . 6 
- 1 . 8 
- 1 . 1 

- . 0 
1.7 

Actual 
change 

1.7 
- . 2 

.6 

1.9 
.8 

- . 4 
- 1 . 0 

- . 4 
0 

- 2 . 2 
- 2 . 7 

1.2 
1.4 
.3 

2.4 
2.7 
.4 

- 1 . 4 
- 1 . 4 

- . 4 

1 Second anticipation. 

Corrected anticipations vs. actual 

Table 4 shows for each survey, in 
terms of seasonally adjusted dollar 
changes, the anticipated change as 
reported, the anticipated change after 
correction, and the actual change. 

The corrected totals were obtained 
in the following manner. Relation
ships similar to those shown in the chart 
were derived separately for dm-able 
goods and nondurable goods; corrected 
components were then added to obtain 
totals for aU manufacturing. A further 
adjustment was needed because of the 
fact that the actual movements shown 
by the samples of firms suppljdng antic
ipations differ to some degree from the 
movements shown by the regularly 
published montlily inventory data, due 
to lesser coverage of small firms, failure 
of a few very large firms to cooperate 
in the survey, fiscal quarter endings 
that differ from calendar quarters, etc. 
It was found that the actual changes 
shown by the anticipations siu-vey 
sample tended to exceed those of the 
Industry Survey by $0.2 billion on a 
3-month basis, and $0.5 on a 6-month 
basis, the differences being about equal
ly divided between durables and non-
durables. These average amounts were 
thus subtracted from the data after the 
initial correction to yield the corrected 

figures shown in table 4. Naturally 
some forecasting accuracy is lost by 
such a procedure but this is unavoidable 
so long as the samples differ and it is 
desired to tie all anticipations to 
Industry Survey actual totals.^ 

Of 20 comparisons vnth actual that 
are possible in table 4, in only 2 cases 
does the corrected figure fail to come 
closer to actual than does the uncor
rected figure. Whereas the uncorrected 
figm-es miss direction of change four 
times for the 6-month anticipation 
there are only two misses after correc
tion, one being extremely small. The 
record on direction of change is also 
better for the one-quarter change, 
though the more strildng feature with 
the one-quarter changes is in the 
amount of the correction. 

Deriving ^^first" anticipations 
By combining the results of the two 

relationships it is possible to derive an 
early or fii-st anticipation after correc
tion for each of the quarters starting 
with the third quarter of 1959. These 
data, in terms of seasonally adjusted 
dollar changes from beginning to the 
end of quarter, are compared Avith 
second anticipations and actuals below: 

3d quarter 1959 
4th quarter 1060 

2d quarter 1960 
3d quarter 1960 
4th quarter 1960 

2d quarter 1001 ... 
3d quarter 1001 — 

1st 
antieipation 

2d 
anticipation 

Actual 

(BUiions of dollars) 

0.3 
- . 3 

1.6 
.0 

- . 8 
- 1 . 6 

0 
- . 3 
1.1 

0.2 
.7 

1.6 
.2 

- . 3 
- 1 . 0 

- . 3 
•0 

- 0 . 2 
.5 

1.9 
.8 

- . 4 
-1 .0 

- . 4 
0 

Six of the 8 first anticipations show 
up very well. The only appreciable 
errors are found in the anticipations for 
the last two quarters of 1959, the 
period during which the steel strilce 
took jilace. The comparison between 
the corrected first and second anticipa
tions is particularly instructive. Given 
the first anticipation, the second moves 
toward the actual in all but one case— 
in marked contrast with the pattern of 
the uncorrected inventory expectations. 
Second anticipations after correction 
are closer to actual than are first in 6 

' The separate figures for durables and nondurables under
lying table 4 may be obtained on request. 

out of 8 cases. This result is what 
should be reasonably expected and, 
interestinglj'^, is exactly what has oc
curred in the quarterly plant and equip
ment survey after correction for 
systematic over- and understatement. 

Further Consideration of Sales 
Deviations 

Thus far the relation between sales 
deviations and inventory deviations 
has been ignored, aside from mention of 
some preliminary tests which showed a 
low correlation when deviations from 
uncorrected inventory anticipations 
were related to departures from sales 
forecasts. After correction, however, 
there is evidence of an inverse relation
ship, that is, higher than expected in
ventories are associated with lower than 
expected sales. The relationship ap
peared to hold for the 6-month sales 
forecast but not for the one-quarter 
sales projection. 

Another aspect of sales deviations 
is concerned with inventory condition. 
If we relate inventory condition for 
total manufacturing at the end of a 
given quarter to the realization of sales 
expectations for the same quarter, we 
find a fairly good and significant rela
tionship. The more sales fall short of 
expectations, the greater the propor
tion of stocks that are judged "high" 
by businessmen. To a large extent, 
then, inventory condition is a mirror 
of how actual sales in the recent past 
have turned out relative to expecta
tions. Very tentatively it appears that 
the relationship between sales devia
tions and inventory condition is much 
better gauged by the 6-month sales data 
than by the one-quarter figm-es. 

Concluding remarks 
The tentative character of the re

sults presented here must be kept in 
mind. While the results of the cor
rection technique are promising, it re
mains to be seen whether the correction 
will work out in the future when circum
stances may be different. In particu
lar, it is desirable to determine reasons 
for the apparent biases in the antici
pations. In the meantime, of course, 
more careful consideration by business 
to inventory and sales anticipations in 
this survey should enhance the value 
of the survey results. 


